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FOREWORD. 


This  pamphlet  is  not  addressed  to  students  of  economics — 
to  them  the  ground  will  be  familiar  in  every  detail.  Its 
justification  is  that  it  treats  of  points  and  problems  which, 
normally,  are  discussed  in  technical  language  and  in  expensive 
books  or  journals  beyond  the  reach  of  the  general  reader. 
In  no  sense  is  it  a complete  statement,  and  the  intention  is 
that  it  should  be  made  the  starting-point  of  a more  detailed 
discussion  in  study  circles  or  other  groups. 

In  Sections  II.  and  III.  I am  greatly  indebted  to  Hilton 
Young’s  ‘ System  of  National  Finance,’  and  a comprehensive 
article  by  Mr.  J.  H.  Jones  in  the  Political  Quarterly  for 
September,  1916.  For  the  views  expressed  in  Section  IV.  I 
am  entirely  responsible.  Stimulation  of  critical  study  rather 
than  a search  for  agreement  upon  these  questions  is  the 
motive  behind  the  whole  paper. 

A.  N.  S. 

December , 1916. 
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Taxation  and  Social 
Reconstruction. 

INTRODUCTION. 

“ Is  it  to  be  marvelled  at  that  I covet  money  ? Is  it  a horrible, 
thing  to  imagine  the  debts  wherein  I am  bound  ? I am  deceived 
on  every  side.  I am  a maimed  and  abridged  king.  Yea,  now 
but  half  a king.  There  is  necessity  for  me  to  have  money , gotten  from 
what  place  soever , and  by  what  means  soever , and  from  whom  soever 

The  process  of  securing  funds  necessary  for  the  financing  of  the 
State  is  not  usually  looked  upon  with  favour  by  those  who  are  com- 
pelled to  contribute.  No  one  welcomes  a tax,  except  it  fall  on  the 
shoulders  of  others  who  are  well  able  to  pay ; and  there  is  still  bound 
up  with  the  term  a feeling  that  injustice  is  involved,  and  that  the 
State  still  treats  its  tax-payers  in  the  spirit  of  the  quotation  of 
Henry  III.  given  above.  Add  to  this  the  difficulty  of  bringing  into 
agreement  State  charges  and  State  services  to  the  various  classes 
of  tax-payers,  and  the  unpopular  nature  of  taxation  is  explained. 

Now  sound  social  reconstruction  will  demand  the  minimizing 
of  friction  in  all  departments  of  our  social,  political,  and  industrial 
life.  In  none  of  these  departments  is  there  so  much  needless  fric- 
tion as  in  the  realm  of  taxation,  and  the  direct  cause  is  the  repeated 
failure  to  distinguish  between  the  nature  of  taxation,  its  incidence 
and  its  objects. 

Let  us  take  the  terms  in  order.  Essentially  a tax  operates  as 
a means  of  diverting  resources  from  the  hands  of  private  individuals 
to  the  hands  of  the  State.  The  great  “ public  services,”  as  we  call 
them,  demand  payments  from  all  who  benefit  by  them.  Voluntary 
contributions  would  be  haphazard  and  scanty,  because  each  person 
would  be  left  without  a test  of  his  fair  share,  and,  however  good  his 
patriotism,  closer  personal  motives  would  tend  to  make  him  under- 
estimate his  national  contribution.  The  State,  then,  by  taxing, 
demands  a certain  portion  of  each  income,  and  so  creates  a State 
revenue,  from  which  our  national  household  expenses  may  be  paid. 
In  passing,  let  us  notice  the  distinction  between  a tax  which  is  in 
the  nature  of  a payment  for  service  rendered  to  the  taxpayer 
by  the  Government,  and  a tax  which  is  really  a levy,  through 
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no- corresponding  direct  service  or  commodity  being  secured.  The 
most  noticeable  instance  of  the  latter  is,  of  course,  the  income-tax, 
and  a postage  rate  falls  under  the  former  head ; but  whether  the 
fund  is  secured  by  levies  or  by  payments  for  services,  the  result 
is  the  same,  and  in  a community  where  we  cannot  get  a common 
standard  either  of  services  rendered  or  of  benefit  derived,  both 
methods  must  be  employed. 

A further  distinction  which  ought  to  be  noted  is  that  between 
between  a direct  and  an  indirect  tax.  In  the  case  of  the  direct 
tax,  the  impact  and  the  incidence  fall  upon  the  same  person ; 
but  in  the  indirect  tax,  the  incidence  is  far  removed  from  the 
impact.*  Probably  because  of  the  trouble  connected  with  the 
question  of  incidence,  constructive  financing  over  long  periods , 
has  not  come  to  characterize  our  national  affairs  in  any  large 
measure,  and  the  technical  difficulties  associated  with  a financial 
period  or  the  lives  and  deaths  of  successive  governments  have 
acted  as  a check  upon  its  realisation. 

When  a tax  is  placed  upon  a person,  or  upon  the  product  'which 
he  is  producing,  naturally  he  tries  to  roll  it  on.  tie  does  not 
feel  compelled  to  absorb  the  charge,  and  he  repays  himself  by 
splitting  up  the  cost  among  those  whom  he  is  able  to  bring  under 
contribution.  He  bears  the  “ impact,”  society  bears  the  process 
of  “ rolling-on,”  in  a word  the  incidence.  No  labour  of  argument 
is  needed  to  show  how  this  works  out.  The  repeated  sub- 
division of  charges  make  the  incidence  of  taxation  costly,  because 
^ what  is  paid  by  the  ultimate  consumer  of  the  commodity  or  service, 
must  be  appreciably  more  than  comes  actually  into  the  State  funds 
to  be  held  against  State  liabilities.  But  the  strange  thing  is  that 
indirect  taxation  is  preferred  to  direct  taxation,  probably  for  two 
reasons.  Society  has  come  to  like  indirect  taxes,  because  they 
soon  become  part  of  the  price  of  the  goods  taxed,  and,  after  a 
preliminary  but  not  serious  dislocation,  the  State  derives  its 
increased  revenue.  On  the  other  hand,  it  is  immensely  difficult 
to  devise  any  system  of  direct  taxation,  which  would  fall  evenly 
upon  all  classes,  and  consequently  the  cruder  method  has  taken 
first  place. 

In  justification  of  indirect  taxation,  the  point  needs  to  bo  borne 
in  mind  that  it  has  proved  increasingly  productive  in  the  technical 
sense.  That  is  to  say  that  its  establishment  and  its  expansion 

* The  term  “ impact  ” indicates  the  point  at  which  a tax  is  first  paid- 
“ Incidence  ” relates  to  the  ultimate  payment  of  it.  Thus  the  “ impact  ” of  a tea 
tax  is  upon  the  importer, — the  “ incidence  ” is  upon  the  purchaser  at  the  retail  shop. 
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have  not  been  progressively  costly.  The  cost  of  collecting  each 
pound  yielded  to  the  revenue  is  now  less  than  formerly. 

Now  turn  to  the  question  of  the  principle  on  which  the  diversion 
from  private  to  national  resources  shall  be  conducted.  In  theory 
that  principle  has  been  fashioned  under  two  much  discussed  head- 
ings. The  first  demands  that  a person  shall  pay  according  to  his 
ability,  the  second  demands  that  there  shall  be  an  equality  of 
sacrifice.  In  neither  case  has  a satisfactory  definition  of  the  terms 
been  arrived  at — the  cause  of  the  trouble  being  that  we  have  no 
general  agreement  upon  the  much  more  fundamental  question 
of  how  we  shall  distribute  the  national  revenue  when  we  have 
collected  it — in  a word  upon  the  objects  of  taxation. 

Throughout  the  study  of  this  question,  we  must  place  the  em- 
phasis not  upon  the  principal  method  or  methods  by  which  money 
fs  to  be  obtained,  but  upon  the  objects  controlling  the  expenditure 
of  the  money  when  it  is  obtained.  When  we  pass  then  to  the  purpose 
of  taxation  as  opposed  to  its  nature,  we  are  faced  with  two 
schools  of  thought.  The  older  technical  idea  urges  that  the  essence 
of  good  finance  is  to  secure  a balancing  of  your  national  accounts* 
Your  outgo  must  be  determined  entirely  by  your  estimated 
income.  This,  of  course,  does  not  involve  any  developmental 
idea,  and  places  the  whole  responsibility  for  the  course  of 
taxation  and  social  development  upon  the  haphazard  conditions 
of  politics.  It  leaves  far  too  much  to  popular  prejudices.  The 
other  view  emphasizes  the  fact  that  taxation  should  be  designed 
and  justified  as  a means  of  developing  our  social  opportunities, 
because  the  development  of  social  opportunity  carries  with  it  an 
increase  of  the  taxable  capacity  of  the  community,  and,  therefore! 
contains  in  itself  the  guarantee  of  sound  advancement. 

Most  of  the  problems  connected  with  this  idea  are  created  by  the 
present  discrepancy  in  personal  incomes,  and  we  need,  therefore,  a 
definite  starting-point  in  the  view  that  it  shall  be  a primary, 
practical  duty  of  every  State  to  afford  its  citizens  the  opportunity 
to  secure  a minimum  standard  of  living  and  efficiency. 
Each  person  should  be  a self-sustaining  economic  unit,  in 
the  sense  that  he  retains  his  place  in  the  organization  of  affairs 
by  virtue  of  the  development  of  his  own  faculties.  As  Mr.  Green- 
wood has  expressed  it : “It  is  better  for  working  people  to  help 
themselves,  than  for  the  State  (of  which  they  are  a part)  to  direct 
them,  but  the  resources  of  the  State  must  be  used  to  place  them 
in  a position  to  help  themselves.”* 


* ‘ Reconstruction  and  Industrial  Peace,’  1 d. 
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II.  THE  PRE-WAR  SYSTEM  OF  FINANCE. 

To  be  able  to  understand  the  points  which  are  so  frequently  at 
issue  on  questions  of  taxation,  it  is  absolutely  essential  to  define 
first,  the  constitutional  rules  by  which  our  national  money-getting 
and  spending  are  governed,  secondly,  the  nature  of  the  machinery  ” 
of  our  tax  system,  and  thirdly,  the  nature  of  the  development  of 
financial  policy  as  affecting  social  welfare.  When  we  have  done 
this  we  shall  be  able  to  estimate  the  methods  at  our  disposal,  and, 
also,  the  extent  to  which  those  methods  are  capable  of  meeting  the 
cost  or  of  being  made  a means  of  securing  the  ideas  of  reconstruc- 
tion which  we  hold. 

Sir  Courteney  Ilbert,  in  his  book  on Parliament,’  quotes  a passage 
from  Sir  Erskine  May  which  places  the  whole  constitutional  aspect 
in  a very  clear  position  : — 

“ The  Crown,  acting  with  the  advice  of  its  responsible  ministers, 
being  the  executive  power,  is  charged  with  the  management  of  all  the 
revenues  of  the  country,  and  with  all  payments  for  the  public  service. 
The  Crown,  therefore,  in  the  first  instance,  makes  known  to  the  Com- 
mons the  pecuniary  necessities  of  the  Government,  and  the  Commons 
grant  such  aids  and  supplies  as  are  required  to  satisfy  these  demands, 
and  pro\ide  by  taxes,  and  by  the  appropriation  of  other  sources  of 
public  income,  the  ways  and  means  to  meet  the  supplies  which  are 
granted  to  them.  Thus  the  Crown  demands  money,  the  Commons 
grant  it,  and  the  Lords  assent  to  the  grant.  But  the  Commons  do 
not  vote  money  unless  it  be  required  by  the  Crown  ; nor  impose  or 
augment  taxes  unless  the  taxation  be  necessary  for  the  public  service, 
as  declared  by  the  Crown  through  its  constitutional  advisers.” 

Now,  in  practice,  the  Crown  is  identified  with  the  various  ministers 
who  are  responsible  to  Parliament,  and  this  naturally  gives  to 
the  Cabinet  the  true  control  of  financial  affairs — but  throughout 
the  Executive  is  bound  to  observe  the  authority  of  Parliament. 
“ The  Legislature  says  what  is  to  be  done — the  Executive  does 
it.”  The  first  rule  to  bear  in  mind,  then,  is  Parliamentary  control 
over  all  money  getting  and  money  spending  for  national  purposes. 
A vital  definition  of  this  control  is  to  be  found  in  the  fact  that 
money  must  be  used  for  the  purpose  for  which  it  is  obtained — in 
other  words  any  system  of  “ pooling  ” or  interchange  of  resources 
by  Departments  is  irregular. 

The  second  rule  is  the  supremacy  of  the  Commons  in  raising 
money  and  authorizing  expenditure.  The  great  struggle  upon 
this  question  is  still  fresh  in  the  minds  of  people,  and  it  is  now 
established  that  the  Lords  may  assent  to  or  reject  a money  bill, 
but  they  cannot  change  the  amount  or  nature  of  money  grants. 

The  third  rule  to  be  kept  in  mind  is  that  the  income  and  outgo 
shall  balance  year  by  year.  This  yearly  squaring  of  accounts 
turns  out  actually  to  be  “ rather  a pious  aspiration  than  a rigid 
rule,”  and  we  shall  see  later  on  that  the  tendency  of  the  last  few 
years  has  been  towards  the  deliberate  adoption  of  money  schemes 
covering  several  years.  This  does  not  do  away  with  the  need  for 
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an  annual  balance-sheet,  and  the  year  is  still  the  “ financial  period  ” 
within  which  the  Government  must  operate. 

Finally — though  this  is  not  a constitutional  rule — economy  is 
demanded.  Not  that  economy  which  seeks  to  carve  down  every 
expenditure  to  a minimum,  but  the  economy  which  secures  the 
most  efficient  use  of  what  is  spent,  and  so  guarantees  to  the  tax- 
payer a service  equal  in  value  to  the  charge  imposed — in  other 
words  “ the  greatest  value  for  his  money.” 

The  revenue  of  the  State  is  obtained  chiefly  by  means  of  taxa- 
tion, but  there  is  an  important  non-tax  revenue  which  now  amounts 
to  over  forty-six  million  pounds  per  annum.  Under  this  head 
come  the  contributions  “ earned  ” by  the  Post  Office,  the  returns 
from  Crown  lands,  and  the  interest  on  Suez  Canal  shares  and  on 
smaller  loans.  The  tax  revenue  is  made  up  of  the  yield  from 
the  various  direct  and  indirect  taxes  of  which  a short  account  is 
given  below.*  To  get  as  much  money  as  possible  is  not  the  aim 
of  taxation,  although  many  people  still  think  that  to  have  a good 
balance  in  hand  indicates  strength  and  success  in  our  financial 
affairs.  As  a matter  of  fact  to  have  too  much  is  as  bad  as  having 
too  little,  because,  as  we  have  seen,  any  public  money  not  put  to 
a public  use  must  simply  lie  idle  out  of  the  control  of  the  individual 
tax -payer. 

When  the  money  has  been  obtained,  whether  by  means  of  a 
permanent  charge  or  by  means  of  a charge  renewable  annually 
by  Parliament,  as,  for  example,  the  income-tax,  it  is  paid  into 
the  Consolidated  Fund,  which  has  been  described  as  “ the  one 
national  till.”  Out  of  that  fund,  too,  all  payments  must  be  made. 
This  looks  simplicity  itself,  and  the  aim  of  this  centralizing  of  funds 
is  to  secure  full  Parliamentary  control.  But  it  should  be  noticed 
at  once  that  being  able  to  watch  what  goes  out  and  what  comes 
in  does  not  of  itself  ensure  economy.  Hence  the  importance  of 
an  annual  examination  of  accounts  and  estimates,  which  alone  can 
establish  the  efficiency  and  soundness  of  our  finance. 

From  “ the  one  national  till  ” payments  of  two  kinds  have  to 
be  made.  The  Consolidated  Fund  charges  are  those  authorized 
by  Parliament  to  be  paid  as  they  come  due.  Under  this  head  we 
may  mention  the  interest  on  the  national  debt,  pensions  granted 
by  the  State,  salaries  and  allowances — which  range  from  the 
Speaker’s  salary  of  £5,000  per  annum  to  an  allowance  of  £7  to  the 
University  of  Oxford  “ for  a preacher  ” — the  payments  to  officers 
of  the  courts  of  justice,  and  the  civil  list  (that  is  the  amount  granted 
for  the  expenses  of  the  King  and  Queen  and  their  staff).  The 
other  tj^pe  of  payment,  the  Annual  Supply  Charges,  is  easy  to 
understand,  in  view  of  the  vigorous  discussions  in  the  Commons 
when  the  yearly  voting  of  money  for  the  Army  and  the  Navy 
comes  along.  These  two  branches,  together  with  the  Civil  Service 
and  the  Post  Office  charges,  account  for  the  bulk  of  the  expenditure 
authorized  annually  for  Supply  Services. 

* See  Table  A in  the  Appendix  for  details  of  the  tax  and  non-tax  revenue. 
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Now  let  us  turn  to  a.  Wof  examination  of  the  machinery  of  the 
“ Executive  ” — that  complicated  system  of  departments,  officers, 
a-nri  government  servants  which  is  designed  to  carry  out  the  wishes 
of  the  law-making  body,  the  Legislature.  The  position  of  the 
Cabinet  has  already  been  indicated,  so  we  may  pass  on  to  gather 
the  work  of  the  “ Departments  ” as  they  are  officially  called. 

The  Treasury  is  in  command  of  the  whole  finance  of  the  country, 
because  its  essential  work  is  to  relate  the  demands  for  money  which 
are  made  by  the  various  government  departments.  In  charge 
of  the  Treasury  is  the  Chancellor  of  the  Exchequer — its  executive 
head,  whose  chief  assistant  is  the  Financial  Secretary  to  the 
Treasury.  Numerous  other  officials  are  concerned  in  the  working, 
of  course,  but  the  Treasury  “ Board  ” of  Commissioners  exists  in 
name  only — it  is  not  an  active  body.  The  securing  of  the  income 
of  the  State  is  in  the  hands  of  the  Board  of  Inland  Revenue  and 
the  Board  of  Customs  and  Excise.  The  distinction  between  their 
duties  is  an  easy  one.  The  former  department  is  responsible  for 
the  collection  of  the  direct  taxes — the  latter  for  the  indirect  taxes. 

Of  the  direct  taxes  the  income-tax,  with  its  super-tax,  is  the 
best  known,  and  is  now  the  most  productive  in  our  scheme  of 
taxation.  The  Estate  Duties — embodying  the  “ death  ” duties — 
include  (i.)  estate  duty  on  property  of  persons  dying  after  August  1, 
1894  ; (ii.)  legacy  duty  ; and  (iii.)  succession  duty — the  two  latter 
involving  the  payments  due  from  the  person  benefiting.  Evasion 
of  these  duties  has  been  checked  by  a provision  that  all  such  money 
is  liable  for  duty  unless  transferred  by  deed  of  gift  a year  or  more 
previous  to  decease.  The  Stamp  Duties  refer  principally  to  stamps 
upon  deeds  and  bills  of  exchange,  although  share  warrants,  life 
and  marine  insurances,  and  the  ordinary  penny  receipt  charges 
figure  in  the  list.  Then  there  are  the  Land  Tax  and  House  Duty, 
and  the  Duties  on  Land  Values  (e.g.,  the  famous  “ unearned  in- 
crement ” land  duty),  which  were  so  hotly  debated  in  the  1909 
Budget  controversy.  The  war  has  added  to  the  list  the  Excess 
Profits  Duty,  but  it  seems  unlikely  that  this  will  rank  as  a per- 
manent addition.  The  underlying  idea  may,  of  course,  be  embodied 
in  another  form  of  direct  taxation. 

The  indirect  taxes,  which  are  dealt  with  by  the  Customs  and 
Excise  Department,  fall  naturally  into  the  two  classes  (a)  customs — 
duties  charged  on  goods  as  they  come  in  to  the  country  ; (6)  excise 
— duties  levied  on  goods  which  are  made  in  the  country  as  well 
as  imported  (e.g.,  beer  and  spirits  and  wines).  The  aim  of  an  excise 
duty  is  to  remove  any  “ protective  ” effect  which  the  imposition 
of  a customs  or  import  duty  would  have.  Taken  in  order  of  merit 
on  the  basis  of  their  revenue  yield  the  chief  customs  duties  are 
those  on  tobacco  and  snuff,  tea,  sugar,  rum,  motor  spirit,  brandy, 
wine,  cocoa  (prepared),  and  motor  cars  and  cycles.  The  principal 
excise  duties  are  those  on  beer,  spirits,  carriages  (including  motor 
cars),  and  patent  medicines.*  The  two  revenue  getting  depart- 

* For  figures  showing  the  yield  of  the  principal  direct  and  indirect  taxes 
during  1915-16  see  the  Appendix.  Full  details  may  be  found  in  the  ‘Finance 
Accounts  of  the  United  Kingdom’  (93),  published  by  Government  (price  5 d.). 
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merits  here  indicated  are  responsible  tu  tnc  Treasury,  whose  min- 
isters deal  in  the  House  of  Commons  with  all  points  arising  out 
of  the  working  of  the  departments.  The  Post  Office  is  not  i«*ler 
the  control  of  the  Treasury  in  the  same  way,  but  its  receipts  are 
paid  into  the  Exchequer,  and  in  this  way  its  workings  are  related 
to  those  of  the  other  departments. 

This  completes  the  scheme  of  money  getting  machinery,  and 
we  must  now  notice  the  position  of  the  Exchequer  and  Audit  De- 
partment with  its  responsible  head,  the  Comptroller  and  Auditor- 
General.  He  it  is  who  is  responsible  for  a close  supervision  of  the 
expenditure.  Out  of  the  “national  till” — the  Consolidated  Fund 
— he  must  allow  no  payment  which  is  not  duly  authorized.  His 
function  as  an  “ auditor  ” is  to  see  that  money  has  been  correctly 
spent.  Naturally  the  office  is  a peculiar  and  powerful  one,  and 
its  independence  is  worthy  of  note,  because  it  is  only  on  petition 
to  the  Crown  by  both  Houses  of  Parliament  that  the  Auditor- 
General  can  be  removed  from  office.  It  will  be  seen,  too,  how  closely 
he  must  work  with  the  Treasury,  where  rests  the  money  over  whose 
distribution  he  has  control. 

Now  that  we  have  examined  the  main  sources  of  our  national 
income  and  the  machinery  for  its  collection,  we  may  review 
the  Parliamentary  procedure  in  authorizing  expenditure  and 
taxation.*  Briefly  the  process  is  that  “ estimates  ” are  prepared 
by  each  Department  and  submitted  to  the  House  of  Commons. 
The  Consolidated  Fund  charges  are  fixed,  and  are,  therefore, 
alterable  only  by  statute  (see  above).  But  the  estimates  for 
the  supply  services  are  taken  in  detail  by  the  House  sitting 
as  a Committee  of  Supply.  Criticism  may  be  advanced,  and, 
by  amendment,  the  estimates  in  question  may  be  reduced , if 
the  House  agrees,  but  no  increase  can  take  place  in  Com- 
mittee. Then  as  a Committee  of  Ways  and  Means  the  House 
“ votes  ” supplies  and  originates  the  necessary  taxes,  and  when 
the  process  is  complete  the  proceedings  are  reported  to  the 
whole  House.  The  assent  of  Parliament  to  the  proposed  expendi- 
ture is  secured  in  the  annual  Appropriation  Act,  and  its  assent 
to  the  taxation  required  is  found  in  the  Finance  Act  for  the  year. 
It  is  through  the  “ budget,”  of  course,  that  the  financial  statement 
of  affairs  is  presented  by  the  Chancellor  of  the  Exchequer  to  the 
House,  and  it  is  his  main  business  to  get  the  best  balance  possible 
between  estimated  revenue  and  estimated  expenditure.  When  a 
surplus  occurs  he  can  reduce  taxation  somewhat,  but  more  usually 
it  becomes  his  duty  to  explain  the  why  and  the  wherefore  of  his 
“ proposals  ” to  increase  existing  taxes  or  to  impose  new  ones. 
To  be  Chancellor  of  the  Exchequer  is  a thankless  task.  Every 
one  clamours  for  development,  and  sees  many  ways  in  which 
national  revenue  might  be  made  more  easy  to  obtain  or  more  fruitful 
in  its  expenditure.  But  how  many  carry  into  private  finance  the 
same  economy  as  they  demand  from  the  State  ? It  is  worth 

* Fora  detailed  account  see  Hilton  Young’s  ‘System  of  National  Finance,’  or 
Ilbert’s  ‘ Parliament,’  (ch.  iv.)  in  the  Home  University  Library. 
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remembering  that  much  taxation  might  be  avoided  if  private  actions 
contained  a larger  element  of  social  responsibility,  and  so  helped 
to  prevent  the  growth  of  our  expensive  “social  ” problems.* 

So  far  no  reference  has  been  made  to  the  National  Debt  as  a 
factor  in  our  finances.  There  need  be  no  argument  set  up  to  show 
that  we  should  be  better  off  nationally  without  it,  just  as  a person 
“ out  of  debt  ” is  much  the  happier  than  when  ‘‘  in  debt.”  Debt 
threatens  credit  ; that  is  why,  in  addition  to  the  use  of  taxes 
to  pay  interest  on  the  debt,  provision  is  made  to  keep  down,  or, 
if  possible,  to  reduce  the  amount.  This  provision  goes  by  the 
name  of  the  Sinking  Fund — and  “ redemption  ” of  debt  takes 
place  when  debt  is  paid  off  by  means  of  this  fund.  The  “New 
Sinking  Fund,”  as  it  is  called,  consists  of  any  money  which  is  left 
over  after  the  interest  on  the  debt  has  been  paid  out  of  the  total 
amount  allowed  by  Parliament  for  “ debt  services.”  The  “ Old 
Sinking  Fund  ” is  made  up  of  any  annual  surplus  of  revenue  over 
expenditure  which  may  be  devoted  to  the  redemption  of  debt. 
The  debt  itself  is  managed  by  the  Bank  of  England,  but  the  National 
Debt  Commissioners  are  the  people  who,  under  the  direction  of 
the  Treasury,  buy  and  sell  Government  stocks  in  the  interest  of 
the  Sinking  Funds  The  “ floating  debt  ” is  really  a short  period 
debt  created,  perhaps,  to  meet  unexpected  expenses,  or  in  anticipa- 
tion of  revenue  which  will  shortly  come  due.  Exchequer  bonds 
and  Treasury  Bills  are  the  favourite  forms  in  this  case,  and  we  shall 
see  in  the  next  section  the  use  to  which  temporary  borrowing  has 
been  put  during  the  war.  The  “ funded  debt  ” is  the  permanent 
portion  of  the  national  debt.  Usually  a date  is  stated  before  which 
it  can  not  fall  due  for  payment,  and  the  rate  of  interest  is  fixed. 
(The  term  “ funded  ” seems  to  have  arisen  from  the  practice  of 
securing  the  interest  on  a portion  of  the  debt  by  means  of  a definite 
“ fund  ” or  specified  tax.) 

The  most  striking  feature  of  the  debt  problem  is  the  part  played 
by  war  expenditure  in  its  creation.  The  table  which  is  given  below 
is  designed  to  show  the  principal  items  in  this  connection  : — 


Debt  at  the  Revolution,  1689  

Debt  contracted  during  the  succeeding  wars  of 

£ 

664,000 

£ 

King  William  

Debt  at  the  Peace  of  Ryswick,  1697  

Paid  off  during  peace  

Debt  at  the  beginning  of  Queen  Anne’s  reign,  1702 

21.515.000 
5,121,000 

16.394.000 

20,851,000 

Debt  contracted  during  the  war  

Debt  at  Peace  of  Utrecht,  1713 

Paid  off  during  peace 

Debt  at  the  beginning  of  war,  1739  

52.145.000 
4,190,000 

47.954.000 

35,750,000 

Debt  added  by  war  

Debt  at  Peace  of  Aix-la-Chapelle  in  1748 

Paid  off  during  peace 

Debt  in  1756 — beginning  of  the  Seven  Years’  War 

79.293.000 
4,961,000 

74.332.000 

31,339,000 

* A useful  statement  of  the  purposes  of  pre-war  taxation  may  be  found  in  the 
article  by  J.H.  Jones  in  the  Political  Quarterly,  for  Sept.  1910,  on  “ The  Distribution 
of  War  Costs.” 
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£ 

£ 

Debt  added  by  that  war  

Debt  at  the  Peace  of  Paris,  1763  

Paid  off  during  peace 

Debt  in  1775 — beginning  of  the  American  War... 

138.865.000 
10,281,000 

128.583.000 

64,533,000 

Debt  added  by  the  war 

Debt  at  the  Peace  of  Versailles,  1783  

Paid  off  during  peace  ...  

Debt  in  1793  at  beginning  of  the  French  War  ... 

249.851.000 
5,732,000 

244.118.000 

...  121,267,000 

Debt  contracted  during  the  war 

Debt  in  1813,  after  Napoleon’s  retirement  to  Elba 

Debt  in  1817 

Debt  in  1833  

Debt  in  1854 — beginning  of  the  Crimean  War  ... 

742, 6 i 5, 000 
840,850,000 

841.000. 000 

803.000. 000 

...  601,500,000 

Debt  added  by  the  war  

Debt  in  1857  

Debt  in  1875  

Debt  in  1887  * ... 

Debt  in  1899 — before  the  Boer  War  

836.000. 000 

766.415.000 

735.549.000 

635.000. 000 

33,000,000 

Debt  added  by  the  war  (approx. ) 

Debt  after  the  war  (1903) 

Paid  off  during  1903-1913  

Debt  in  1914 

770,778,000 

106,000,000 

661,474,000 

...  140,000, 000 

In  the  Chancellor’s  statement  on  August  11,  1916,  it  was  pointed 
out  that  by  the  end  of  the  financial  year  (March,  1917)  our  total 
indebtedness  would  amount  to  £3,440,000,000.  From  this  must 
be  deducted  £800,000,000,  loaned  to  our  Allies.  The  net  indebted- 
ness £2,640,000,000  may  then  be  taken  as  being  not  much  greater 
than  our  estimated  annual  income  of  £2,600,000,000 — or,  as  Mr. 
McKenna  expressed  it,  about  one-sixth  of  our  total  estimated 
national  wealth  (£15,000,000,000).  As  a statement  of  the  nation’s 
ability  to  bear  the  cost  of  the  war  as  a whole  charge  this  account 
is  exceptionally  clear,  but  it  leaves  us  without  any  view  concerning 
the  methods  by  which  the  necessary  one-sixth  of  our  total  wealth 
is  to  be  realized  to  meet  the  debt.  So  many  interests — domestic, 
business,  and  international — are  linked  with  the  form  in  which 
our  wealth  exists  that  a mere  summoning  of  one  part  of  it  for  national 
purposes  is  out  of  the  question.  Attention  must  be  paid  to  equity 
and  economy  in  taxation,  to  the  state  of  industry  after  the  war, 
and  to  our  general  international  relations,  before  a sound  decision 
can  be  reached  as  to  the  part  which  taxation  must  play  in  imme- 
diate cancellation  of  the  debt,  or  how  far  44  funding  ” the  debt  and 
paying  interest  thereon  is  a preferable  financial  policy. 

Previous  wars  have  gone  to  increase  the  National  Debt,  and 
it  is  highly  probable  that  a portion  of  the  cost  of  this  war  will  con- 
tribute to  swell  the  debt,  and  it  must  be  stated  definitely  that  the 
payment  of  interest  on  debt  handicaps  industry  and  retards  social 
development.  The  argument  that  our  increased  population  and 
our  increased  wealth  enable  to  us  bear  the  debt  more  easily  than 
previous  generations  must  not  sidetrack  us.  Increasing  wealth 
is  the  soundest  argument  for  capital  reduction  of  debt,  and  it  has 
already  been  pointed  out  that  in  this  country  debt  reduction  has 
been  very  slow  considering  the  great  increase  of  wealth.*  Debts 

* See  Armitage-Smith’s  ‘ Principles  and  Methods  of  Taxation,’  pp.  131-2, 
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are  not  things  to  be  “ borne”  ; they  must  be  got  rid  of  before 
a community  can  fully  realize  its  powers. 

A pleasanter  feature  of  pre-war  finance  is  the  marked  tendency 
of  the  budgets  in  the  decade  prior  to  the  war  to  use  national  revenue 
for  the  furtherance  of  social  ends.  Writing  in  1913  in  a review 
of  budget  developments,  Mr.  Mallet  says  : — 

“ The  conscience  of  the  community  has  become  increasingly  alive 
to  all  that  is  unfavourable  in  the  material  conditions  of  the  poorer  classes  ; 
an  unlimited  confidence  in  the  efficacy  of  public  action  and  public 
money  in  dealing  with  social  problems  has  taken  the  place  of  a some- 
what too  dogmatic  reliance  upon  spontaneous  development  and  in- 
dividual foresight  ....  and  the  conception  of  the  objects  for  which 
taxation  may  legitimately  be  imposed  has  therefore  been  immensely 
widened.*” 

If  we  take  the  1904-5  budget  as  the  starting-point  we  see  rising 
in  opposition  to  the  tariff  controversy  conceptions  of  social  reform. 
The  budgets  of  the  next  four  years  continue  the  story,  and  show 
concern  for  the  welfare  of  the  poorer  classes.  Earned  income  is 
distinguished  from  unearned,  and  grants  are  made  to  necessitous 
schools.  Old  age  pensions  are  provided  for,  and  in  the  famous 
budget  of  1909,  social  regeneration  is  definitely  declared  for,  and, 
moreover,  a contribution  to  the  State  revenues  is  declared  to 
involve  the  idea  that  contribution  from  the  richer  should  be 
greater,  in  view  of  the  fact  that  it  is  to  the  interest  of  all  the 
community  to  advance  the  standard  of  living  amongst  its  less 
wealthy  members.  The  new  taxes  and  the  new  policy  of  1909 
were  important,  because  they  sought  to  embody  this  idea  of 
fair  contribution,  and  brought  into  the  realm  of  taxable  wealth 
large  resources  upon  which  purely  social  development  was  placing 
an  increased  value.  It  might  be  interpreted,  therefore,  as  the 
first  big  attempt  to  use  taxation  as  a means  of  combating  monopoly, 
and  of  easing  the  fall  of  the  charge  of  social  advancement  upon 
poorer  members  of  the  community.  But  the  so-called  broadening 
of  the  basis  of  taxation  previously  had  meant  an  increase  of  indirect 
taxation,  and  a large  portion  of  that  cost  fell  upon  the  poorer 
members  of  the  community. 

The  following  extracts  from  Chancellors’  speeches  will  serve 
to  emphasize  these  points.  In  the  1907  budget  speech  Mr.  Asquith, 
after  stating  the  importance  of  debt  reduction,  said  : “ Behind 
and  beyond  this  lies  the  whole  still  unconquered  territory  of  social 
reform,”  which  “ whether  you  look  at  it  as  a luxury  or  a necessity 
is  any  in  case  expensive.”  And,  again,  “If  we  are  to  have  social 
reform  we  must  be  ready  to  pay  for  it,  and  when  I say  we,  I mean 
the  whole  nation,  the  working  and  consuming  classes  as  well  as 
the  wealthier  classes  of  direct  taxpayers.”  Again,  “It  is  a mis- 
take,” said  Mr.  Asquith,  “ to  treat  the  annual  budget  as  if  it  were 
a thing  by  itself,  and  not  as  it  is,  or  certainly  ought  to  be,  a necessary 
link  in  a connected  and  coherent  chain  of  policy.  In  my  opinion 


* ‘ British  Budgets  ’ (p.  vii.) 
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. . . .the  country  has  reached  a stage  in  which,  whether  we  look  at 
its  fiscal  or  its  social  exigenceis,  we  cannot  afford  to  drift  along  the 
stream  and  treat  each  year’s  finance  as  if  it  were  self-contained. 
The  Chancellor  of  the  Exchequer,  in  other  words,  ought  to  budget 
not  for  one  year  but  for  several  years.” 

When  Mr.  Lloyd  George  became  Chancellor,  he  declared  that 
“all  classes ....  should  be  called  upon  to  contribute,”  and  held 
that  “ the  industrial  classes  upon  a close  examination  of  their  con- 
tributions to  local  and  imperial  finance  are  paying  more  in  propor 
tion  to  their  income  than  those  who  are  better  off.”  In  1911 
however,  his  language  was  less  precisely  in  favour  of  the  heavier 
contributions  from  the  rich  which  the  foregoing  statement  implies. 
“ I have  never,”  he  said,  “ had  any  sympathy  with  the  idea  that 
someone  has  got  to  be  exempt  because  he  is  earning  a small  amount. 

The  only  principle  I would  lay  down  is  that  they  ought  to 

contribute  in  proportion  to  means.”  Here  we  have  the  old  dispute 
revived.  What  is  the  test  of  a man’s  “ means  ” ? To  take  a 
“ proportion  ” from  each  grade  of  income  is  simply  to  intensify  the 
problem  of  paying  taxes  and  to  create  an  unfair  incidence  upon 
the  smaller  incomes.  “ Means,”  then,  must  be  judged  by  the 
margin  between  an  income  which  is  absolutely  necessary  to  a decent 
standard  of  living — which,  of  course,  should  be  tax  free — and  the 
total  amount  which  a man  receives.  In  a word  there  is  room  for 
a much  more  heavily  progressive  system  of  taxation.  Too  long 
has  the  emergency  method  of  taxing  created  an  unjust  pressure 
upon  the  weaker  section  of  the  community,  and  too  frequently 
have  large  vested  interests  and  “ unearned  increments  ” sheltered 
behind  false  doctrines  of  equity  and  pleas  of  competition,  or  the 
inability  of  industry  and  commerce  to  stand  the  charge.  We  shall 
return  to  this  point  in  the  last  section  of  the  paper. 

The  success  of  the  new  social  policy  was  declared  in  the  budget 
statements  of  1911-12  and  1912-13,  and  the  whole  development 
earned  high  commendation  from  an  American  observer  (Professor 
Seligman)  who  declared  that  “ the  English  budget  not  only  gen- 
eralizes the  conception  of  privilege,  but  combines  with  it  that  of 
sacrifice  ; and  the  result  is  a scheme  of  taxation  which  is,  on  the 
whole,  in  advance  of  that  existing  anywhere  else  in  the  civilized 

world The  forces  which  are  responsible  for  Lloyd  George’s 

budget  are  gradually  leavening  the  life  of  all  modern  civilized 
societies  ; and  the  translation  of  these  social  forces  into  the  fiscal 
sphere  cannot  much  longer  be  delayed ....  The  new  English  laws 
are,  at  bottom,  the  fiscal  expression  of  a great  social  development.”* 

To  put  it  briefly,  we  may  urge  that  a social  spirit  was  beginning 
to  spread  through  our  national  financial  arrangements,  and  people 
were  willing  to  contribute  increasing  amounts  if  it  could  be  shown 
that  our  enormous  social  problem  would  be  eased,  and  the  un- 
fortunate members  of  the  community  would  be  rendered  more 
able  to  help  themselves. 


‘ Essays  in  Taxation  ’ (1913  edn.).  p.  496. 


TAXATION  AND  SOCIAL  RECONSTRUCTION.  15 


III.  FINANCE  DURING  THE  WAR.* 

When  we  turn  to  the  war  period  we  at  once  come  to  very  familiar 
ground.  The  steadily  mounting  daily  cost  of  the  war,  the  huge 
“ votes  of  credit,”  and  the  persistent  increases  of  prices  are  all  well 
before  us  in  our  newspapers.  Our  first  concern  must  be  prices, 
because  every  rise  in  price — without  a corresponding  rise  in  income 
—enforces  a reduced  “ budget  ” of  goods  demanded,  or  creates  a 
drain  upon  savings.  From  the  personal  side  this  means  a reduced 
standard  of  living,  which  tends  to  reduce  efficiency,  and  that,  in 
turn,  renders  an  increased  ability  to  earn  wages  (or  increase  output) 
less  likely.  In  other  words  the  jeopardizing  of  the  standard  of  living 
reduces  our  national  “ taxable  capacity,”  and  it  is  self  delusion  which 
argues  prosperity  in  finance  because  people  pay  their  taxes  out  of 
savings  or  from  money  which  would  otherwise  be  saved. 

The  beginning  of  the  war  brought  what  is  termed  a “ credit 
crisis.”  All  the  arrangements  of  mutual  trust  in  values  to  be 
received  went  astray,  and  the  “ credit  ” of  the  business  world  had 
to  be  bolstered  up  by  special  financial  measures.  Of  the  mora- 
torium and  its  effects  this  is  not  the  place  to  speak,  but  the  calling 
in  of  gold  and  the  issue  of  paper  money  do  demand  attention.  In 
normal  times  our  international  trade  is  carried  on  largely  by  means 
of  “ credit  instruments  ” {e.g.,  bills  of  exchange)  which  are  simply 
effective  paper  substitutes  for  gold,  declaring  the  value  of  goods 
exchanged,  and  having  the  advantage  of  ease,  less  risk  and  less  cost 
in  transmission  from  country  to  country.  But  when  a war  occurs 
the  paper  means  of  exchange  ceases  to  be  “good,”  and  gold  is  the 
only  currency  which  will  enable  us  to  make  purchases  from  other 
nations.  And  as  the  strength  of  our  credit  and  our  power  to  get 
goods  or  money  from  abroad  is  largely  influenced  by  our  reserves 
of  gold,  it  will  be  seen  how  important  a thing  it  is  to  “ call  in  ” the 
gold  from  home  circulation  and  use  it  as  an  international  currency. 
The  shortage  of  currency  thus  created  at  home  can  be  made  good 
by  the  issue  of  “ guaranteed  ” paper  money,  and,  despite  the  long- 
ing for  the  glint  of  gold  which  custom  has  created  within  us,  paper 
is  quite  as  good  as  gold  as  a medium  of  exchange,  'provided  that 
both  parties  to  the  exchange  freely  accept  and  trust  the  paper. 
To  meet  the  situation  created  by  the  calling  in  of  gold  the  Govern- 
ment issued  Treasury  Notes,  or  Currency  Notes  as  they  are  officially 
termed,  and  secured  the  necessary  public  confidence  in  the  paper 
by  a declaration  (printed  on  each  note)  that  it  was  “legal  tender 
for  the  payment  of  any  amount.” 

Now  so  long  as  the  substitution  proceeds  uniformly,  or  as  we 
might  say,  “ pound  for  pound,”  there  is  no  danger  in  the  printing 
and  issuing  of  paper  money,  because  the  “ circulating  medium  ” 
and  the  “ goods  ” continue  to  exist  in  the  same  proportion — hence 
“ prices  ” (the  value  of  goods  in  terms  of  money)  remain  steady. 
But  if  paper  money  is  issued  more  rapidly  than  the  currency  which 

* For  a detailed  treatment  of  all  the  main  points  see  the  Round  Table 
une,  1915 — the  article  on  “ Finance  in  War.” 
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it  is  to  substitute  is  “ called  in,”  then,  obviously,  an  excess  or  “ over- 
issue ” occurs,  and  we  experience  “ inflation.”  This  means  that 
more  money  than  formerly  is  in  circulation  against  the  goods  pro- 
duced, and,  consequently,  prices  rise.  Put  in  another  way,  the 
production  of  money  has  outstripped  the  production  of  goods — 
hence  the  inflation. 

Then  what  ought  to  determine  the  amount  of  the  issue  of  paper 
money  ? Obviously,  the  cost  of  production  of  the  precious  metals. 
Gold  is  simply  a commodity  which,  like  all  others,  has  a certain 
definite  cost  of  production.  Its  entry  into  the  currency,  then,  is 
determined  by  the  demand  for  gold  in  relation  to  its  supply  price. 
Now  paper  has  a cost  of  production  which  is  very  much  less  than 
that  of  gold,  so  that  the  only  way  to  prevent  inflation  is  to  issue 
just  as  many  “ paper  ” pounds  as  “ gold  ” pounds  normally  de- 
manded. This  looks  like  a counsel  of  perfection,  and  in  practice 
it  is  difficult  to  maintain  such  a ruling,  but  that  must  not  blind 
us  to  the  fact  that  “ inflation,  by  raising  prices  proportionately, 
throws  a disproportionate  share  of  the  economic  burden  on  the 
poorer  classes  of  the  community.”* 

Mobilization  for  war  demands  immediate  currency  accommo- 
dation, and  it  is  generally  agreed  that  some  inflation  took  place 
during  the  early  months  of  the  war.  Since  then  production  has 
been  intensified,  and  many  people  now  assert  that  there  is  no  excess 
of  currency  in  view  of  the  expansion  of  trade.  The  initial  dis- 
crepancy between  goods  and  money  has  been  wiped  out.f  This 
view  cannot  be  discussed  here.  The  thing  that  matters  is  that 
people  should  realize  the  legitimate  use  of  paper  money,  and,  at 
the  same  time,  recognize  the  point  at  which  danger  sets  in.  On 
all  counts  inflation  may  be  classed  as  harmful  finance,  and  the  fatal 
ease  with  which  money  may  be  printed  must  not  be  allowed  to 
lead  us  to  the  idea  that  to  “ make  ” money  is  to  secure  an  easy 
way  of  paying  our  debts.  After  all  money  is  only  the  standard  of 
value,  and  not  an  end  in  itself. 

War  finance,  then,  may  be  identified  in  the  main  with 
taxation  and  loans.  The  former  involves  the  immediate  payments, 
the  latter  the  postponed  payments.  Ultimately  it  all  comes 
to  taxation,  because  the  loans  must  be  repaid  after  the  war, 
and  the  only  means  of  getting  the  money  is  by  taxation.  No 
useful  purpose  can  be  served  by  discussing  the  arguments  about 
paying  now  or  later,  but  a warning  ought  to  be  issued  concerning 
that  type  of  thought  which  treats  the  whole  problem  simply 
as  being  one  of  the  re-adjustment  of  certain  masses  of  national 
wealth.  To  become  cheerful  in  the  arithmetic  manipulation  of 
thousands  of  millions  is  legitimate,  but  there  must  be  some  serious 
thought  taken  concerning  the  place  and  welfare  of  the  average 
human  being. 

In  the  realm  of  direct  taxation  money  has  been  secured  by 

* J.  H.  Jones  in  the  Political  Quarterly  (p.  52).  September,  1916. 

f Professor  Gassel,  however,  urges  that  “ the  advance  of  the  general  level  of 
prices  ...  is,  broadly  speaking,  proportional  to  the  increase  of  the  circulating 
medium  . . .”  ( Economic  Journal , March,  1916.) 
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advancing  the  rate  of  the  income-tax,  and  also  by  reducing  the 
exemption  limit  from  £160  per  annum  to  £130  per  annum.  The 
latter  move  is  most  important,  because  it  has  brought  us  the  much 
discussed  44  taxation  of  wages  ” which  was  foreshadowed  by  Mr. 
Asquith  in  a famous  speech  at  Oldham  some  years  ago.  It  has 
also  brought  home  to  a large  number  of  people  the  meaning  of 
“ direct  ” taxation,  and  stimulated  a critical  interest  in  Govern- 
mental affairs  which  should  prove  useful  in  the  future.  Incident- 
ally, the  process  has  been  achieved  in  contradiction  of  the  argu- 
ment that  it  would  not  “ pay  ” to  tax  below  £160,  because  of  the 
cost  of  collection.  The  instalment  system  of  payment  has  been 
introduced,  and  seems  to  have  afforded  a way  out  of  the  anticipated 
difficulty.  It  is  possible,  too,  that  the  success  of  the  methods  of 
contribution  under  the  Insurance  Act  has  operated  to  dispel  many 
illusions  concerning  the  costliness  of  revenue  collecting  in  smaller 
sums. 

In  addition  to  this  increase  of  existing  taxes,  we  have  witnessed 
the  imposition  of  an  44  excess  profits  ” duty — a special,  tem- 
porary tax  arising  out  of  the  war  conditions,  which  have  enabled 
certain  industries  to  experience  a boom  of  high  prices  and  extra 
profits.  In  Parliament  this  tax  has  been  pleaded  as  a distinct 
step  towards  the  “ conscription  of  wealth,”  which  has  been  de- 
manded as  the  proper  accompaniment  of  the  “ conscription  of 
manhood.”  But  the  question  has  worried  a good  many  people, 
“ Why  any  4 excess  ’ profits  ? ” And  coupled  with  that  is  the 
query  44  Why  not  a tax  of  100  per  cent  instead  of  60  per  cent  ? ” 
Mr.  McKenna’s  reported  statement  that  44  such  a thing  would  be 
subversive  of  our  entire  trade  and  mercantile  structure  ” promises 
to  be  falsified  by  the  declaration  that  it  is  the  intention  of  the  new 
Government  to  take  all  excess  profits. 

To  deny  the  existence  of  the  feeling  that  rich  interests  can  44  buy 
themselves  out  ” of  a fair  share  of  taxation  would  be  useless,  and 
such  a feeling  cannot  be  checked — nor  should  it  be — so  long  as 
excess  profits,  socially  created  increments,  and  the  like  are  per- 
mitted to  establish  the  supremacy  of  any  one  economic  group. 
With  the  enjoyment  of  advantage  must  be  service — or  at  least 
payment  in  recognition  of  the  source  of  the  gain,  namely  social 
need  or  social  effort.  Of  the  increase  of  indirect  taxation  by 
means  of  the  increases  on  tea  and  tobacco,  and  such  taxes  as  those 
on  motors  and  pianos  coming  into  the  country,  all  that  need  be 
said  is  that  the  object  seems  to  have  been  the  checking  of 
consumption  of  imported  goods  rather  than  the  yielding  of  an 
appreciable  tax  revenue. 

One  of  the  main  financial  difficulties  of  the  war  has  been  to 
maintain  a favourable  rate  of  exchange.  This  means  that  our 
claims  on  foreign  countries  should  as  nearly  as  possible  balance 
their  claims  against  us  for  goods  that  we  have  imported.  Obviously, 
then,  the  easiest  way  to  do  that  is  to  minimize  unnecessary  im- 
ports and  to  concentrate  upon  the  production  for  export.  Volun- 
tarily people  cannot  do  this  successfully,  so  the  Government  taxes 
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the  commodity  as  a check  in  the  required  direction,  and  also  'pro- 
hibits the  importation  of  certain  goods  or  limits  the  quantity  allowed 
to  enter.  A successful  balancing  of  claims  means  that  we  are 
called  upon  for  less  gold  with  which  to  pay  the  balance  of  our  debts, 
and  hence  these  measures — and  “ economy  ” of  consumption  gen 
erally — may  be  regarded  as  contributing  to  the  safeguarding  of 
our  financial  reserves  and  the  strengthening  of  our  national  credit. 

The  remaining  important  source  of  war  money  is  covered  by 
the  term  “ loans  ” On  page  10  of  the  ‘ Finance  Accounts  ’ for 
1916,  the  main  items  raised  under  this  head  are  given.  Treasury 
Bills,  3J  per  cent.  War  Loan,  4J  per  cent.  War  Loan,  3 per  cent. 
Exchequer  Bonds,  5 per  cent.  Exchequer  Bonds,  War  Savings 
Certificates,  and  the  American  Loan  account  for  the  bulk  of  the 
money.  War  is  such  a costly  business  that  increased  taxation  is 
not  nearly  equal  to  the  strain.  The  nation’s  savings  and  invest- 
ments are  called  upon,  and  by  “ loans  ” are  “ floated  ” into  the 
hands  of  the  Government.  Repayment  must  occur,  of  course, 
but  until  that  time  all  this  money  is  added  to  the  “ Floating  Debt.” 
If  by  any  chance  the  debt  cannot  be  paid  off  in  the  time  allowed, 
the  Government  can  “ fund  ” the  debt,  and  pay  interest  on  it  from 
the  annual  revenue  (see  “ Consolidated  Fund  charges  ” above). 

The  effect  of  a loan  for  unproductive  expenditure  is  peculiar. 
The  people  hand  over  their  money  to  the  Government.  It  is  spent 
by  them  under  a promise  to  repay.  The  fund  for  repayment  can 
only  come  from  the  tax  receipts  of  the  Government,  and,  ultimately, 
in  the  main  from  the  people  who  contributed  to  the  loan.  This 
process  of  “paying  one’s  self  back  ” should  suffice  to  convince  any 
one  that  the  unproductive  expenditure  of  war  inflicts  a dead  loss 
of  that  amount  upon  the  community.  Yet  many  argue  that  this 
cannot  be  so,  and,  by  omitting  any  mention  of  debt  or  its 
cancellation,  would  have  us  believe  that  we  are  actually  benefiting 
financially  and  industrially  by  such  expenditure. 

Now  let  us  distinguish  the  short-period  borrowing  from  the 
long-period.  The  War  Loans  represent  the  long-period,  the  Trea- 
sury Bills  and  the  Exchequer  Bonds  represent  the  short-period.* 
The  “ lending  ” is  the  vital  thing  in  each  case,  and  the  payment 
of  interest  and  repayment  are  common  features.  The  time  and 
the  form  of  the  investment  are  the  distinctions  to  note.  The  second 
war  loan  raised  in  this  country  is  payable,  for  example,  in  1945, 
so  we  may  class  this  as  a long-period  investment.  The  holders 
of  the  stock  may  realize  by  sale  in  the  market  if  they  wish,  but 
ordinarily  the  capital  is  “ locked  up  ” by  an  investment  of  this  type. 
Treasury  Bills,  on  the  other  hand,  are  issued  for  three  or  six  months, 
and  as  they  are  a first-rate  security  for  financiers  they  are  naturally 
preferred  by  these  men,  because  of  the  greater  control  over  their 
capital  which  can  be  exercised  by  a short  loan.  Again,  should  a 
more  favourable  big  war  loan  be  issued,  the  men  able  readily  to 
realize  their  financial  power  are  best  placed  for  investing  in  it  or 
“ buying  it  up.”  That  Treasury  Bills  are  not  more  known  among 

* For  details  of  these  instruments,  see  Young,  National  Finance  (pp.  248  ff ). 
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the  general  public  is  directly  due  to  the  customary  method  of  issue, 
and  the  amounts  for  which  they  are  issued.  Having  decided  on 
an  issue  the  Government  invite  “ tenders,”  and  then  allocate  shares 
according  to  the  terms  on  which  the  various  banks  or  finance  com- 
panies are  willing  to  buy,  and  the  rate  of  interest  they  are  demand- 
ing. This  makes  bill  buying  and  dealing  a highly  specialized  affair, 
and,  again,  as  the  security  is  popular  with  large  investors  the  small 
investor  has  neither  the  time,  the  money,  nor  the  financial  skill 
to  make  his  demand  effective.  It  is  surprising,  therefore,  when 
we  turn  to  the  amount  raised  by  small  investments — namely  through 
War  Savings  Certificates — to  find  that  the  figure  is  only  one  and 
a quarter  million.  Various  explanations  are  possible.  It  may 
indicate  that  the  bulk  of  small  investors  have  been  able  to  advance 
£100  or  more  for  War  Loan  stock.  On  the  other  hand,  it  may  mean 
that  Government  investments  are  not  understood  and  money 
is  being  withheld,  or  is  only  reaching  the  Government  through 
“ societies  ” making  bulk  purchases  with  members’  contributions. 
Lastly,  it  may  mean  that  people  are  unwilling  to  invest  money  in 
view  of  the  general  uncertainty  of  affairs  and  the  rising  cost  of 
living.  In  any  case,  there  is  a large  field  to  be  exploited,  and  the 
renewed  attempts  to  popularize  savings  and  small  figure  Exchequer 
Bonds*  indicate  that  the  Government  is  alive  to  the  value  of  tap- 
ping every  possible  source. | 

Criticism  has  grown  steadily  against  the  continued  short  loan 
methods  adopted  during  the  war.  Not  only,  it  is  urged,  does  the 
method  place  too  much  power  with  financiers,  but  it  tends  to  delay 
the  securing  of  money  on  favourable  terms.  The  need  for  money 
increases  as  time  goes  on,  and  the  knowledge  of  this  tends  to 
drive  up  the  rate  of  interest.  This  means  a still  greater  burden 
on  taxes  to  meet  the  charge  on  the  debt.  It  is  better,  then,  to 
organise  another  large  loan  than  to  continue  with  increasingly 
costly  short-period  borrowing.  Finally,  let  us  note  “ the  tragedy 
of  the  present  financial  situation.” 

‘‘ in  spite  of  restrictions  and  limitations  imposed  by  legislation, 

many  economic  groups  are  enjoying  unprecedented,  if  temporary, 
increases  of  income,  and  the  excess  is  being  converted  into  private 
capital  by  investment  in  war  loans.  Thus  contributions  to  these 
loans  are  not  made  in  proportion  to  pre-war  or  even  post-war 
incomes  and  taxation,  and  the  fortunate  group  will  receive  as 
interest  and  repayment  far  more  than  they  will  be  called  upon 
to  pay  in  additional  taxation,  while  the  others  not  only  bear  a 
disproportionate  share  of  the  burden  now,  but  in  the  future  will 
be  called  upon  to  pay  additional  taxation  to  help  to  provide  the 
interest  on  war  loans  in  which  they  have  little  or  no  share.”  X 

Could  any  greater  justification  of  the  heavy  direct  taxation  of 
“ privileged  ” income  be  desired  ? 

* This  form  is  another  short-period  loan  rather  like  a Treasury  Bill.  Instead  of 
being  “ quoted  for”  in  bulk,  it  is  issued  at  a fixed  rate  of  interest,  and  is  redeem- 
able at  par. 

f The  truth  of  this  is  shown  by  the  rapid  increase  in  the  amount  received  from 
savings  certificates  during  the  period  March-November,  1916.  (See  Table  II  in  the 
Appendix.) 

X J,  H.  Jones,  in  the  Political  Quarterly  (p.  37). 
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IV.  THE  PROCESS  OF  RECONSTRUCTION. 

A century  of  economic  specialization  has  developed  within  us  a 
monetary  or  product  estimate  of  service,  and  a corresponding  habit 
of  regarding  social  problems  in  the  light  of  how  much  it  will  cost 
to  get  rid  of  them.  Traditionally  the  admittedly  faulty  distribution 
of  wealth  has  been  defended  as  the  appropriate  outcome  of  the 
competitive  system,  and  economic  status  has  been  determined 
not  by  a free  play  of  capacity,  but  rather  by  a multitude  of  limiting 
accidents  in  a man’s  domestic  and  industrial  antecedents.  It  is 
now  clear  that  the  war  period  has  further  altered  the  economic 
relationships  of  classes  in  the  community,  and  a peculiar  added 
meaning  attaches  to  the  words  of  Mr.  Asquith  in  his  1907  budget 
speech  : “ If  we  are  to  have  social  reform  we  must  be  ready  to 
pay  for  it,  and  when  I say  we  I mean  the  whole  nation — the  working 
and  consuming  classes  as  well  as  the  wealthier  classes  of  direct 
taxpayers.” 

It  must  be  recognized  that  the  community  which  will  face  the 
paying  for  the  war  and  the  process  of  reconstruction,  will  be  one 
in  which  the  differences  of  wealth  will  be  more  marked  than  at 
any  previous  period.  The  problem,  then,  becomes  not  merely  the 
institution  of  a system  of  payment  for  social  reform,  but  a definite 
acceptance  of  the  view  that  taxation  shall  be  intensified  where 
wealth  has  accumulated,  and  eased  where  the  processes  of  war  have 
brought  the  whole  standard  of  living  into  jeopardy. 

Any  discussion  of  developmental  taxation  after  the  war 
must  recognize  that  the  results  of  our  industrial  readjustment  are 
vital  to  the  whole  concern.  Reports  are  coming  to  hand  from 
various  interested  organizations  which  show  clearly  that  the  process 
of  demobilization  may  create  misunderstanding  and  strife,  if  steps 
are  not  taken  to  define  the  treatment  of  the  workers  involved. 
Unemployment,  distress,  and  disputes  tend  towards  social  dis- 
content, and  it  is  neither  politic  nor  practical  to  seek  to  press 
taxation  upon  a disordered  community.  Those  who  assure  us 
so  freely  of  a “ new  England  ” need  to  remember  that  the  testing 
of  caste  feeling,  and  the  opportunity  for  the  display  of  industrial 
justice  can  only  come  when  the  patriotic  suppression  of  grievances 
has  passed. 

Apology  would  be  needed  for  the  repetition  of  the  truth  that 
reconstruction  involves  much  more  than  the  material  aspect,  were 
we  not  face  to  face  with  the  reasonings  of  those  truncated  minds 
whose  horizon  is  bounded  by  engineering  schemes  and  intensified 
production.  Gleefully  to  hail  “ the  making-up  of  the  leeway  ” as 
prosperity  is  to  disregard  the  warning  that  “ a period  of  activity 
must  not  be  mistaken  for  prosperity.” 

Let  us  now  briefly  define  the  issue.  On  the  one  side  the  maxi- 
mizing of  industry  and  trade  is  urged  as  the  basis  of  national 
prosperity.  Having  got  people  back  into  industry  we  must 
specialize  upon  invention,  scientific  education  and  applied  science, 
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to  establish  our  industrial  supremacy.  Trade,  it  is  argued,  is 
more  than  mere  exchange — it  is  the  means  of  securing  economic 
power,  which,  in  turn,  is  the  basis  of  political  power.  To  this  end 
appropriate  fiscal  measures  should  be  taken,  and  so  in  the  “key 
industries  ” argument  we  are  once  more  brought  face  to  face  with 
the  Protection  issue. 

If  we  omit  the  extravagant  arguments  designed  to  arouse  in 
us  a dread  lest  Great  Britain  should  lose  her  pre-eminence  in  the 
world’s  industries,  by  omitting  to  “ snatch  the  sceptre  from  the 
grasping  hand  of  her  chief  rival,”  we  have  still  to  recognize  the 
revival  of  the  spirit  of  the  old  mercantilism  in  much  current  thought 
and  writing.  Evidence  is  not  wanting  to  prove  that  our  inter- 
national industrial  and  financial  problems  go  far  beyond  the  bounds 
of  our  relationship  to  present  enemies.*  The  height  of  a bitter  war 
is  hardly  the  time  most  conducive  to  the  fashioning  of  a policy 
affecting  the  whole  system  of  international  economic  specialization. 
It  is  odd  that  the  point  should  be  so  persistently  overlooked. 

On  turning  to  the  other  side  of  the  question  the  claims  in  favour 
of  reconstructing  society  at  once  predominate.  The  perfection  of 
a purely  productive  organization  fails  to  secure  this  end,  and  we 
are  driven  to  take  a wider  view. 

It  is  no  part  of  the  argument  to  condemn  invention  or  scientific 
education,  but  if  these  things  are  to  be  directed  solely  towards 
product  our  social  reconstruction  will  be  indefinitely  postponed, 
and  we  shall  enact  again  the  nineteenth-century  drama  of  trying 
to  reconcile  human  needs  and  efforts  through  the  medium  of  an 
impersonal  standard. 

Let  it  be  laid  down,  then,  as  a principle  that  the  taxing  and 
spending  of  the  future  must  definitely  refuse  to  endorse  a system 
which  merely  finds  a man  a job  or  makes  him  a more  efficient 
workman.  Far  more  than  the  loss  of  any  international  industrial 
prestige  we  need  to  dread  the  very  real  possibility  of  the  stereo- 
typing of  social  class  relationships. 

The  unification  of  national  industrial  effort  has  been  remarkable 
during  the  war,  and  for  the  first  time  in  our  history  a common 
incentive  has  bound  together  the  vast  majority  of  the  community. 
But  if  the  old  material  standards  of  welfare  are  revived  we  shall 
have  all  the  old  evils  of  “ group  competition  ” and  “ class  warfare.” 
If  our  ideal  should  prove  no  higher  than  making  up  for  what  we 
have  lost,  the  man  who  has  lost  most  will  naturally  become  the 
bitter  opponent  of  the  man  who  has  made  most,  and  our  social 
relationships  will  once  more  depend  for  their  advancement  upon 
the  combats  of  organized  groups  in  the  domain  of  product  and 
finance. 

Greater  freedom  in  which  to  realize  his  “ non-industrial  ” 
faculties,  and  thereby  to  raise  his  standard  of  living,  must  be  the 

* See,  for  example,  the  influence  of  the  circular  issued  by  the  Federal  Reserve 
Board  of  the  United  States  respecting  investments  in  foreign  loans  (The 
Economist,  December  2,  1916). 
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touchstone  of  our  future  course  as  it  affects  the  industrial  worker. 
Side  by  side  with  industrial  efficiency  must  develop  an  industrial 
culture. 

The  revolt  of  the  wage-earner  against  the  wages  system  has 
been  sadly  misrepresented  in  the  past.  It  is  true  that  the  persistent 
cry  has  been  for  more  wages,  but  all  too  tardily  has  it  been  recog- 
nized that  the  cry  voiced  a conviction  that  the  opportunity  to 
realize  one’s  personality  was  unduly  limited  by  industrial  specialism. 
If  we  admit,  as  we  must  admit,  that  it  is  to  the  interest  of  society 
to  develop  the  latent  capacity  of  its  members,  then  we  must  seek 
to  provide  opportunity  for  that  development.  Bat  as  long  as  a 
rigid  industrial  system  compels  a costly  purchase  of  opportunity 
out  of  scanty  resource,  so  long  shall  we  witness  discontent,  mis- 
understanding, and  a wasteful  antagonism  of  social  groups. 

The  force  of  this  argument  may  now  be  defined.  Every 
increase  of  personal  capacity  enhances  our  national  store  of  resource 
— in  a word,  our  “ taxable  capacity.”  That,  more  than  a specific 
form  of  product,  is  our  true  wealth,  and  it  must  ultimately  determine 
our  financial  stability.  Given  capacity,  the  product  can  easily 
be  obtained,  and,  moreover,  as  occasion  demands  the  product  can 
be  increased  without  any  jeopardizing  of  the  physical,  mental,  or 
social  standard  of  the  workers  concerned.  If  any  one  doubts  the 
truth  of  the  statement  let  him  study  the  results  of  scientific  manage- 
ment, and  compare — or  contrast — them  with  the  lessons  indicated 
in  the  Home  Office  reports  on  ‘ Industrial  Fatigue.’  To  state  the 
case  in  a few  words,  it  is  reasonably  possible  to  reduce  the  time 
spent  at  work,  to  maintain,  or  even  to  augment,  the  product  by 
intensifying  effort  or  organization  during  the  working  period,  and 
to  allow  an  increased  leisure  for  the  co-ordinate  cultivation  of 
faculties  which  are  doomed  to  perish  under  our  present  regime. 

But  so  long  as  we  approach  the  problem  from  the  side  of  in- 
dustrial efficiency  we  shall  fail  to  get  a correct  estimate.  To  place 
our  social  burdens  on  the  broader  back  of  syndicated  industry  and 
commerce  is  not  in  itself  a guarantee  that  our  ride  to  progress  will 
be  easier  or  more  rapid.*  The  primary  concern  must  be  a sane  and 
comprehensive  attitude  towards  life,  a learning  of  the  social  signi- 
ficance of  each  task,  and  a clear  definition  of  the  object  of  industry. 

Sufficient  has  been  said  to  indicate  that  we  have  still  to  deal 
with  the  old  fallacy  that  money  is  wealth,  but  its  presentation  is 
bold  and  impressive,  because  it  holds  out}  as  the  alternative  to 
its  acquirement  the  prospect  of  a bankrupt  and  poverty-stricken 
nation.  Now  let  us  turn  to  review  three  or  four  propositions 
which  go  to  the  root  of  the  whole  matter. 

First,  the  success  of  any  tax  scheme  depends  directly  upon  the 
taxable  capacity  of  the  community.  Secondly,  taxable  capacity 
is  not,  ultimately,  identical  with  the  taxable  material  wealth.  The 
guarantee  of  a sound  nation  is  that  its  citizens  can,  as  the  need 

* Compare  ‘The  Elements  of  Beconstruction  ’ (Nisbef,  Is.),  which  lays  great 
stress  on  syndication. 
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arises,  put  forth  the  effort  necessary  to  defray  national  costs.  To 
thrash  that  effort  out  of  under-developed  citizens  who  are  incapable 
of  adapting  their  skill  to  the  need  is  economically  and  socially 
wasteful. 

Thirdly,  the  only  sound  principle  of  social  development  is  the 
principle  of  displacement.  This  embraces  every  constructive  social 
effort.  The  past  has  been  too  full  of  mere  destructive  criticism, 
and  the  realization  of  the  greatness  of  our  social  problems  has  led 
either  to  wilful  neglect  or  to  revolutionary  proposals.  Those  who 
see  “ human  nature  as  it  is,”  selfish,  grasping,  and  ruthlessly  in- 
dividualistic, give  up  hope,  and  await  a better  day,  forgetful  of 
the  fact  that  the  sum  total  of  bad  in  the  world  can  be  displaced  only 
by  individual  resistance  to  its  incidence  and  effects.  However 
enlightened  leaders  of  thought  may  become,  they  cannot  devise 
a salvation  for  an  unthinking,  inactive  mass.  Every  minor  dis- 
advantage, then,  should  be  “ absorbed  ” in  our  experience,  and, 
if  possible,  an  advantage  handed  on  in  its  place — exactly  as  the 
parent  sacrifices  to  give  his  children  greater  opportunity  than  he 
himself  enjoyed. 

On  the  other  hand  revolutionary  methods  are  futile.  To 
confiscate  power  by  force  is  not  to  guarantee  equitable  re-distribu- 
tion or  a juster  system  of  operation.  Throughout  understanding 
is  required,  and  though  large  numbers  are  smarting  under  a sense 
of  social  injustice  it  needs  to  be  realized  that  a new  and  better  era 
can  be  reached  only  by  a steady  advance  in  general  intelligence. 
That  is  the  measure  of  each  person’s  “ social  ” responsibility,  and 
is  sufficient  answer  to  the  old  query  “ What  shall  I get  out  of 
this  ? ” 

If  the  protest  should  be  made  that,  though  the  principle  is 
agreed  to,  we  cannot  afford  to  wait  until  every  one  understands 
and  acts,  it  should  not  be  forgotten  that  the  “ meantime,”  as  we 
call  it,  is  constituted  of  a series  of  acts  fashioned  towards  our  ideal. 
We  cannot  displace  every  fault  at  once,  but  to  free  any  section  of 
the  community  from  its  responsibility  to  act  continuously  in  the 
interests  of  the  whole  is  to  perpetuate  the  very  weakness  of  our 
present  system,  and  to  place  undue  power  in  the  hands  of  those 
who  think  out  their  ends  and  then  announce  them  as  social  objectives. 

Similarly,  the  mere  dispensation  of  public  funds  to  ease  social 
disorders  has  engendered  a dangerous  weakness.  The  past  treat- 
ment of  poverty  is  a pointed  illustration  of  this,  and  once  more  we 
come  to  the  position  that  construction  and  reconstruction  must 
aim  at  the  creation  of  self-sustaining  activity  as  each  individual’s 
proper  qualification.  The  reiteration  of  the  point  is  directed  simply 
towards  combating  a fatal  “ productivity  ” idea  that  this  power 
can  be  bought,  if  only  we  work  to  get  a sufficiently  large  pile  of  goods. 
Now,  that  idea  cannot  stand.  We  cannot  buy  efficiency  where 
opportunity  has  not  been  given,  nor,  on  the  other  hand,  can  we 
buy  off  the  problems  which  inefficiency  has  created.  The  driving 
power  of  every  nation  is  in  the  endowments  of  the  individual. 
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Dare  we  think  that  the  credit  of  a country  based  upon  its 
citizens’  store  of  faculty  might  be  as  sound  as  that  based  upon  its 
accumulated  wealth  ? If  so,  what  pride  can  we  take  in  the  fact 
that  “ only  10  per  cent  of  the  children  over  14  years  of  age  receive 
any  organized  additional  education  ” ? The  enormous  loss  of 
resource,  effort,  and  wealth  which  must  accrue  from  the  haphazard 
careers  of  the  other  90  per  cent  until  they  “ settle  down  ” in  the 
economic  world,  we  can  only  dimly  realize. 

When  we  come  to  analyse  the  nature  of  our  social  life  we  find 
that  it  consists,  in  essence,  of  the  very  services  for  which  we  would 
scorn  to  set  up  a money  measure.  The  finer  qualities  of  sympathy 
and  aspiration  may  be  dismissed  from  the  field  of  industry  and 
commerce  as  so  much  sentiment,  but  they  persist  in  spite  of  economic 
specialism  and  they  keep  society  bound  together  in  a way  that  has 
yet  to  receive  recognition  in  politics  and  economics.  It  follows, 
then,  that  the  greater  play  we  can  give  to  this  social  instinct  for 
“ gratuitous  service  ” by  the  liberation  of  individual  powers,  the 
sounder  will  be  our  reconstructed  society. 

Then  arises  the  old  argument — all  this  needs  money.  Of  course 
it  does,  but  what  man  is  bold  enough  now  to  say  that  the  country 
cannot  “ afford  ” to  take  the  new  course  ? Grimly,  but  truly,  the 
war  has  shown  that  the  old  story  of  an  absence  of  wealth  available 
for  the  purpose  derived  its  backing  from  quarters  which  distrusted 
educative  processes,  and  refused  to  admit  the  social  value  of  sound 
ideas. 

The  burden  of  the  argument  so  far  has  been  the  importance  of 
utilizing  the  latent  capacities  of  the  members  of  the  community. 
When  we  turn  to  the  actual  methods  of  taxation  in  the  future  we 
realize  that  the  argument  is  supreme. 

How  to  pay  for  the  war  is  the  first  part  of  the  problem  ahead  of 
us.  How  to  secure  adequate  internal  social  development  is  the 
second  part.  In  both  cases  we  urgently  need  a maximum  of  personal 
development  ; in  the  former  case  as  the  basis  of  taxable  capacity, 
in  the  latter  as  the  guarantee  of  social  enterprise. 

The  glamour  of  an  indemnity  having  faded  considerably,  we 
are  left  to  a discussion  of  the  merits  of  direct  and  indirect  taxation 
in  future  policy.  A glance  at  the  summary  of  our  revenue  and 
expenditure  in  the  appendix  will  show  how  we  get  money  nationally. 
The  significant  increases  are  in  the  income-tax  returns,  the  customs 
on  tea  and  tobacco,  and  the  excise  on  beer  and  spirits.  In  the 
other  cases  the  alteration  is  not  substantial.  Where,  then,  mast 
come  the  intensification  of  taxation  to  secure  the  required  extra 
revenue  to  meet  the  interest  on  the  war  debt,  to  pay  our  way  and 
to  pay  off  the  debt  itself  ? 

It  has  been  pointed  out  above  that  the  fortunes  of  war  financing 
tend  to  operate  against  the  poorer  members  of  the  community  in 
a powerful  degree,  and  also  that  systems  of  indirect  taxation  tend 
to  exact  an  unduly  heavy  contribution  from  those  same  classes. 
But  two  points  demand  attention  in  this  connection. 
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In  the  first  place  it  is  quite  possible  that  the  limit  has  been 
about  reached  in  the  taxation  of  tobacco,  tea,  and  beer.  That  is 
to  say  the  imposition  of  a higher  tax  rate  might  so  reduce  the 
consumption  as  to  render  the  tax  yield  less  in  total  than  previously. 

In  the  second  place  the  securing  of  any  large  income  from 
indirect  taxation  is  doubtful  unless  a very  comprehensive  scheme 
is  launched.  This  is  simply  because  a tax  on  a commodity  may  be 
avoided  by  using  an  untaxed  substitute — unless,  of  course,  the 
commodity  is  a necessity.  Then  the  dilemma  is  complete,  because 
the  taxation  of  necessities  is  bad  policy  from  the  point  of  view  of 
the  health  and  strength  of  the  community.  To  deal  with  problems 
arising  from  lack  of  necessities  costs  much  more  than  foregoing  the 
tax  upon  the  goods. 

We  are  driven  back,  then,  upon  direct  taxation  and  its  counter- 
part, private  economy.  Prof.  Foxwell  has  made  some  far-reaching 
suggestions  upon  this  subject*  : — 

“ True  economy  [he  says]  rests  on  a rational  adjustment  of  values. 
Taxation  can  do  something  to  enforce  this.  Such  expenses  as  are 
merely  ostentatious  or  conventional  form  the  best  subjects  of  taxation. 
. . . .There  is  no  economy  within  the  reach  of  the  middle  classes  at  all 
comparable  with  that  which  would  be  gained  by  the  reduction  of 
domestic  service. . . .Consumption  of  all  but  the  poorest  may  be 
substantially  reduced.  Professors  Hopkins  and  Wood,  after  a careful 
study,  estimate  that  60  millions  (per  annum  ?)  might  be  saved  in  food 
by  those  earning  more  than  35s.  a week.  It  is  certain  that  we  should 
be  none  the  worse  if  100  millions  were  saved  on  alcohol.  . . .The  ex- 
penditure on  amusements. . . .should  be  taxed  ; so,  too,  advertisements 
and  photographs. ...” 

But  this  curtailment  of  effort  and  expenditure  seems  to  imply 
the  substitution  of  a more  effective  social  motive.  At  present  the 
evidence  for  it  is  not  great,  and  the  pleas  for  its  institution  are  all 
too  few.  Again,  thousands  of  homes  have  been  brought  into 
jeopardy,  or  into  a condition  which  forbids  talk  of  retrenchment 
or  further  direct  taxation.  Subsidy  to  establish  recuperation  is  a 
much  more  practical  proposition  in  those  cases. 

On  the  other  hand  the  existence  of  monopoly  income  is  beyond 
dispute,  and  it  is  there  where  the  greatest  scope  for  heavy  direct 
taxation  exists.  It  is  too  late  in  the  day  to  say  that  you  may  check 
the  incentive  to  production — and  even  if  it  be  true  of  our  present 
industrial  economy,  the  steady  alteration  of  the  balance  of  power 
as  between  capital  and  labour  contains  in  itself  the  guarantee  of 
the  necessary  effort  as  social  need  supersedes  private  gain.  The 
vital  item  in  a tax  programme  of  reconstruction  is  a more  heavily 
progressive  income-tax.  The  gathering  force  of  public  opinion 
against  “ profiteering  ” has  much  more  than  a passing  patriotic 
significance,  and  the  demands  for  State  control  of  the  “ public 
utilities  ” — food,  coal,  transport,  shipping,  &c. — is  a manifestation 
of  the  feeling  that  social  action  is  the  only  sound  way  of  protecting 
a community  from  the  weakness  which  arises  from  lack  of  necessary 
goods  and  services. 


* Article  6n  ‘ Way  and  Means’  in  the  Economic  Journal , ch,  1910. 
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The  excess  profits  tax  reinforces  the  same  idea  and  the  absorption 
of  all  excess  profits  by  the  State  is  now  foreshadowed  (December, 
1916).  The  principle  secured  should  not  be  allowed  to  drop  when 
this  peculiar  tax  is  rescinded.*  The  taxation  of  all  forms  of  un- 
earned increment  demands  close  attention  in  the  future. 

In  some  directions  new  taxable  capacity  is  to  be  seen  developing. 
One  illustration  will  suffice.  It  is  that  of  motor  transport.  Costs 
to  municipalities  have  risen  for  road  maintenance  in  consequence  of 
the  augmented  motor  traffic,  but  as  yet  no  system  has  been  devised 
for  bringing  the  benefactors  under  contribution  to  the  municipal 
authorities  whose  roads  they  cut  to  pieces.  The  bearing  of  the 
problem  is  that  every  easement  of  local  taxation  liberates  the 
taxpayer  for  more  general  charges,  and  though  in  the  end  he  may 
pay  little  less  there  is  secured  a greater  balance  in  the  distribution 
of  those  general  and  local  costs  respectively. 

Some  people  are  attracted  by  various  degrees  of  “ nationalized  ” 
service — the  post  office,  the  railways,  the  land — as  revenue-bearing 
concerns.  But  it  is  better  to  aim  at 44  public  services  ” at  minimum 
cost  than  to  trade  for  revenue.  Having  thus  liberated  a maximum 
tax-capacity  in  your  taxpayers,  proceed  to  take  your  State  portion 
by  direct  taxation.  In  this  way  the  distribution  of  the  burden 
becomes  less  irregular,  and  users  and  non-users  of  a particular 
service  come  under  more  equitable  contribution. 

Whatever  the  scheme  or  the  system,  direct  is  far  preferable  to 
indirect  taxation,  and  steadily  to  meet  the  interest  on  the  debt 
and  provide  an  adequate  sinking  fund  is  the  only  thing  to  do.  To 
ease  the  burden  now,  and  in  1945  to  44  fund  ” a large  debt  will 
simply  postpone  the  problem — and,  incidentally,  delay  much  social 
development.  Paradoxical  as  it  may  appear  to  some,  it  is  very 
true  to  say  that  our  ability  to  bear  the  cost  of  the  war  is  very  largely 
to  be  determined  by  the  wisdom  with  which  we  spend  money  on 
social  development  during  the  next  thirty  years.  Of  the  many 
mistaken  44  economies  ” of  the  war  period  the  retrenchment  in 
educational  expenditure  has  been  the  most  culpable  : — 

“It  is  not  ‘ economy  5 ; it  is  the  very  reverse  of  economy.  It  is 
not  gilt-edged  investment  ; it  is  playing  ducks  and  drakes  with  our 
future  credit.  It  is  saving  a penny  to  lose  a sovereign  ; it  is  not  only 
starving  the  steed,  it  is  unlocking  the  stable  door  to  the  Americans. . . . 
If  it  (the  school  rate)  were  cut  down  altogether  the  saving  in  money 
would  be  but  a drop  in  the  bucket,  but  what  has  been  cut  down  is  the 
ha’porth  of  tar  which  spoils  the  ship  in  the  present,  but  also,  and  more 
so,  for  the  future.”! 

If  we  are  to  generate  ability  to  reconstruct  affairs  in  the  future  we 
must  face  the  problem  of  the  provision  of  means  to  develop  that 
ability. 

Primarily,  to  secure  physical  welfare  there  is  a pressing  need 
for  expenditure  on  housing  and  sanitation.  Bad  housing  drives 

* The  excess  profits  tax  has  much  to  commend  it  as  a purely  war  measure 
devised  to  gain  possesion  of  a part  of  “windfalls,”  but  as  a permanent  tax  is  far 
inferior  to  the  income-tax. 

f Sir  J.  H.  Yoxall,  M.P.,  in  the  Manchester  Guardian , May,  1916. 


TAXATION  AND  SOCIAL  RECONSTRUCTION.  27 


down  health  and  earning  capacity,  and,  therefore,  “ ability  to 
pay  ” taxes.  In  addition  it  perpetuates  a charge  in  the  form  of 
a social  problem  upon  the  whole  community.  It  is  sound  economy 
to  spend  freely  first  and  clear  the  problem,  and  then  take  your 
return  from  a more  virile  and  efficient  generation. 

Infantile  welfare  and  child  welfare  still  present  large  and  vital 
problems.  In  the  textile  areas  especially,  child  labour  militates 
against  adequate  adult  development.  Until  it  is  abolished  it  is 
useless  to  try  and  patch  up  its  evil  effects  in  the  later  decades  of  a 
worker’s  life.  An  optimistic  writer  has  assured  us  that  “ half  time 
is  often  apologized  for  but  scarcely  ever  defended,”  and  that 
“ abolition  by  consent  ” is  in  process  of  realization.*  The  evidence 
known  to  those  who  live  in  the  textile  areas  will  create  the  feeling 
that  here  the  desire  has  outrun  the  actuality.  The  problem  is 
still  a vast  one  which  needs  firm  handling. 

In  the  realm  of  expenditure  war  experience  has  given  us  a 
method  which  ought  to  be  embodied  in  peace  finances.  Various 
means  have  been  used  to  acquaint  the  public  with  the  processes 
of  organization,  equipment,  and  actual  warfare.  The  results, 
apparently,  have  been  satisfactory,  and  there  is  every  reason  why 
a similar  type  of  financial  activity  should  occur  after  the  war, 
to  enlighten  our  public  upon  the  nature  and  extent  of  social 
problems.  Only  when  evils  are  fully  comprehended  will  a better 
social  response  be  obtained,  and,  as  a result,  a more  soundly  re- 
constructed community. 

The  same  missionary  enterprise — a “ campaign  of  enlighten- 
ment ” — is  demanded  in  the  mental  sphere.  We  are  in  danger 
of  “ specific  ” reconstruction — the  spending  of  money  on  faculties 
which  can  evolve  an  economic  “ worth  ” : — 

“ Under  the  stress  of  the  national  emergency,  and  from  a desire 
for  quick  returns,  many  voices  are  urging  a reform  of  education  not 
so  much  for  the  sake  of  training  better  men  and  women  as  of  producing 
more  efficient  workmen  and  business  men.  This  latter  object  is  not  to 
be  despised.  It  ought  to  form  an  important  element  in  our  educational 
ideal. 

“ If,  however,  we  make  it  our  primary  aim,  we  shall  not  only  fail 
to  do  justice  to  other  aspects  of  'human  life  but  shall  not  even  attain 
the  limited  end  we  have  in  view.  The  Spartans  trained  their  boys  as 
soldiers,  with  the  result  that  they  were  unable  to  reap  the  fruits  of 
victory . . . .”f 

Coupled  with  this  is  the  important  point  that  schemes  are  futile 
without  the  cultivation  of  a conception  of  intrinsic  values.  If  we 
could  shake  ourselves  free  from  the  old  ideals  of  “ making  money  ” 
and  spending  it,  we  should  inaugurate  quickly  the  new  era  when 
efficiency  would  be  identical  with  capacity  and  status  with  merit. 
To  think  solely  of  taxation  is  to  obliterate  this  conception.  To 

* ‘ The  Future  of  Education,’  in  the  Yorkshire  Observer , Nov.  28, 1916. 

f Professor  Bompas  Smith  on  ‘War  and  Education’  in  the  Manchester 
Guardian,  November  22, 1916. 
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realize  that  the  getting  of  wealth  is  easy  to  a highly  developed 
community  is  to  give  the  economy  of  spending  on  right  objects  its 
proper  place. 

The  objection  may  be  raised  that  you  ought  to  get  money  before 
you  talk  of  spending  it.  Once  more  the  fallacy  occurs  that  money 
is  wealth.  Surely  it  is  sound  to  incur  debt  temporarily  from  a 
monetary  standpoint,  if  the  expenditure  is  directed  towards  creating 
an  ability  which  will  more  than  repay  the  original  outlay.  The 
practice  is  common  among  parents  and  professional  men.  Can  we 
argue  that  the  State  cannot  afford  to  do  it  for  its  citizens  ? 

In  the  realm  of  economic  organization  the  problem  is  the  same. 
The  development  of  latent  capacity  is  the  key.  The  institution 
and  operation  of  the  Development  Commission  provide  us  with  a 
small  scale  demonstration  of  what  might  be.  Its  functions  are, 
principally,  to  stimulate  the  exploitation  of  natural  resources — in 
agriculture,  forestry,  fisheries,  &c.,  and  the  pressure  of  circum- 
stances is  driving  us  to  recognize  the  need  for  a more  adequate 
co-ordination  of  agricultural  and  industrial  resources. 

The  wastage  of  efficiency  through  industrial  dislocations  has 
still  to  be  checked.  Labour  training  has  not  yet  been  organized; 
and  the  problems  of  poverty  and  unemployment  still  act  as  a drain 
upon  our  wealth. 

To  combat  the  impersonal  elements  of  industrial  specialization 
is  not  enough,  because  a genuine  interest  in  the  welfare  of  the  State 
demands  a willingness  to  act  for  the  abolition  of  social  disadvantage 
and  weakness.  To  buy  off  our  efforts  by  means  of  a monetary 
payment  to  an  organization  is  socially  disastrous.  The  State 
after  all  is  an  affair  of  human  beings,  and  only  as  we  cease  to  estimate 
human  values  by  monetary  standards  can  we  achieve  the  happy 
combination  of  economic  prosperity  and  individual  and  social 
freedom. 

To  raise  the  whole  issue  of  the  place  of  voluntary  effort  as  a 
complement  of  State  taxation  and  expenditure  is,  perhaps,  unfair 
at  the  close  of  a paper  of  this  kind.  But  the  suggestion  may  be 
made  to  Trade  Unions  and  other  large  organized  forces  that  the 
mutual  cultivation  of  capacity  is  one  of  the  strongest  methods  of 
social  construction  and  reconstruction. 

To  associate  all,  or  even  the  main  part  of  the  task  of  rebuilding 
our  State  with  tax  gathering  would  be  a sorry  ideal.  To  ponder 

over  the  possibilities  of  the  “ average  man  ” — given  his  chance 

would  be  to  learn  the  true  source  of  wealth  and  social  power. 
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TABLE  A.— SUMMARY  OF  REVENUE  AND  EXPENDITURE. 
(Each  item  is  given  to  the  nearest  £1.000.) 
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TABLE  B. 


Statement  of  Money  raised  by  Loans  during  the 
Financial  Year  1915-16. 


By  Treasury  Bills  (excluding  Pre-War  Bills  and  including  renewal 
of  Bills  paid  off ) ... 

„ 3£  per  cent  War  Loan 
„ 4f  per  cent  War  Loan 
„ 3 per  cent  Exchequer  Bonds 
„ 5 per  cent  Exchequer  Bonds 
„ War  Savings  Certificates 
„ Other  Debt  under  1915  Act  ... 

„ American  Loan 


£ 

931.546.000 

35.798.000 

592.345.000 
242,000 

153.689.000 
1,250,000 
9,000,000 

50.820.000 


Total  ...  £1,774,690,000 


The  Table  below  gives  a full  statement  of  the  Government’s  borrowings  from 
the  outbreak  of  the  War  to  November,  1916. 


Total  from 

Total  from 

Grand  Total. 

August  1,  1914, 

April  1, 1916, 

Aug.  1,  1914, 

to  Mar.  31, 1916 

to  Nov.  4, 1916 

to  Nov.  4,  1916 

£ 

£ 

£ 

Treasury  Bills  (all  maturities) 

6 per  cent  Exchequer  Bonds,  due 

550,468,000 

523,744,000 

1,074,212,000 

February,  1920  

— 

76,616,000 

76,616,000 

War  Expenditure,  2-Year  Certificates 

— 

27,262,000 

27,262,000 

War  Savings  5-Year  Certificates 
“Other”  Debt 

1,250,000 

33,550,000 

34,800,000 

9,000,000 

76,106,000 

85,106,000 

Ways  and  Means  Advances 

19,896,000 

37,000,000 

56,896,000 

3£  War  Loan,  1925-8  

3 per  cent  Exchequer  Bonds,  March 

331,798,000 

— 

331,798,000 

1920  

31,547.000 



31,547,000 

4 £ per  cent  War  Loan,  1925-45 

582,630,000 

— 

582,630,000 

5 per  cent  U.S.A.  Loan  (Oct.  1915)  ... 

6 per  cent  Exchequer  Bonds  : 

50,820,000 

— 

50,820,000 

Due  Oct.  19m  - I ... 

Due  Dec.  1920  ]■  1S  ^ , V ... 
Due  Oct.  1921 J susPended-  J ... 

— 

34,222,000 

34,222,000 

153,689,000 

84,115,000 

237,804,000 

62,464,000 

62,464,000 

Total  

£1,731,098,000 

£955,079,000 

£2,686,177,000 

TABLE  C. 

Statement  of  the  principal  Customs  and  Excise  Duties. 
( Tabulated  in  order  of  net  yields.) 


1915-16. 


Customs. 

£ 

Tobacco  and  Snuff  ... 

...  25,782,000 

Tea  

...  13,962,000 

Sugar  

...  8,111,000 

Rum  

...  3,443,000 

Motor  Spirit 

...  1,762,000 

...  1,310,000 

Brandy  

Wine  

...  1,079,000 

Cocoa  

556,000 

Motor  Cars  and  Cycles 

541,000 

Molasses  and  Glucose 

413,000 

Excise. 

£ 

Beer  33,747,000 

Spirits 21,515,000 

Retail  Spirit  Licences  ...  2,463,000 

Carriages  and  Motor  Cars  764,000 

Patent  Medicines  627,000 

Retail  Beer  Licences  ...  390,000 

Brewers’  Licence  duties  ...  353,000 

Railway  passenger  duty  ...  259,000 
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TABLE  D. 

Statement  of  the  issue  of  Currency  Notes. 


1916. 

Notes 

Gold  Coin 

Ratio  of  Gold 

Outstanding. 

£ 

and  Bullion. 

£ 

to  Notes. 
Per  cent. 

Total  to  ...  Oct.  11 

134,527,393 

28.500,000 

21*2 

Week  ending  Oct.  18 

134,933,768 

28,500,000 

211 

„ „ 25 

135,319,261 

28,500,000 

21-0 

„ Nov.  1 

137,188.199 

28,500,000 

20-7 

” 8 
„ Dec.  6 

139,071,885 

28,500,000 

20-4 

138.568,127 

28,500,000 

20-6 

» >.  13 

141,170,897 

28,500,000 

20-2 

This  Table  may  be  brought  up  to  date  by  consulting  the  weekly  issues  of 

The  Economist  or  The  Statist. 

TABLE  E. 

The  Cost  of  Living. 


The  following  are  The  Statist's  index-numbers  of  the  prices  of  45  commodities, 
the  average  for  the  11  years  1867-77  being  100  : — 


Period. 

1818-27 

Annual  Numbers. 

Average. 

Ill 

Monthly  Numbers. 

Month. 

June,  1914  

Index  No. 
81-2 

1867-77 

100 

October,  1914  ... 

89-8 

1873  ... 

111 

December,  1914 

91-6 

1878-87 

79 

October,  1915  ... 

110-0 

1890-99 

66 

November,  1915 

113-1 

1906-15 

82 

December,  1915 

118-4 

1880  ... 

88 

January,  1916  ... 

123-6 

1896  ... 

61 

February,  1916 

127-0 

1906  ... 

77 

March,  1916 

130-4 

1907  ... 

80 

April.  1916 

134-2 

1908  ... 

73 

May,  1916 

135-4 

1909  ... 

74 

June,  1916 

131-0 

1910  ... 

78 

July,  1916 

130-5 

1911  ... 

80 

August,  1916  ... 

134-5 

1912,  1913 

and 

14  * 

85 

September,  1916 

134-4 

1915  ... 

... 

108 

October,  1916  ... 

141-5 

TABLE  F. 

Short  List  of  Books  and  Articles  for  Supplementary  Reading. 

Hilton  Young,  ‘ The  System  of  National  Finance.’  (Smith,  Elder,  7s.  6d.  net.) 
Pigou  (A.  C. ),  ‘ The  Economy  and  Finance  of  the  War.’  (Dent,  Is.) 

Hirst  (F.  W.),  ‘ The  Political  Economy  of  War.’  (Dent,  5s.) 

Ilbert  (C.),  * Parliament.’  (Home  University,  Is.  3d.) 

Barker  (D.  A.),  ‘ Cash  and  Credit.’  (Cambridge  Manuals,  Is.  3d.) 

Mallet  (B. ),  ‘British  Budgets.’  (MacMillan,  103.  6c?.) 

The  articles  on  Finance  in  the  Round  Table , June,  1915,  and  the  Political 
Quarterly,  September,  1916. 

For  more  technical  treatment  see  the  Economic  Journal  (Professor  Fox  well  and 
others)  for  December,  1915,  and  March,  1916. 


J.  E.  Francis,  Athenaeum  Press,  11  and  13,  Bream’s  Buildings,  Chancery  Lane,  E.C. 


